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Abstract  
Microfinance Institutions (MFIs), in addition to the provision of microcredit, also provide business 
development services (BDS) to owner managers in order to develop micro enterprises. BDS are non-financial 
services such as business training and access to information that help owner managers of microenterprises to 
develop businesses. In this respect, counsellors and trainers in MFIs co-produce BDS with owner managers. 
Co-production is the joint efforts of two parties, who together determine the output of their collaboration. The 
objective of this study therefore is to examine how co-production works in a BDS setting. A multiple case 
study method was used to carry out the study. Six MFIs were selected as cases and in-depth interviews were 
held with counsellors, trainers and managers to collect the data. The findings reveal that the expertise of 
counsellors, trainers and owner managers are the inputs for co-production. The outputs of co-production are 
twofold: MFI specific outputs and owner manager specific outputs. While MFI specific outputs are identified 
in better loan repayments rates, enhanced client satisfaction, and increased client retention, the owner manager 
specific outputs are denoted by better business knowledge, better sales, and profits. MFIs use counselling and 
training as modalities to co-produce BDS. There are a number of factors that affect the variability in 
coproduction including the readiness of counsellors and trainers, with a number of BDS provided under each 
modality. Therein, the findings of this study are beneficial to microfinance practitioners and policy makers. 
Furthermore, the findings also contribute to the knowledge domain of microfinance. 
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Introduction  
Microfinance is the issuance of small unsecured loans (micro credit), business development services, savings, 
and insurance for people with low income (Khavul, 2010; ADB, 1997). Microfinance is provided by 
microfinance institutions (MFIS) targeting 2.8 billion people in the world whose daily income is less than two 
US dollars (World Bank, 2014; Easterly, 2006, p.165). One of the main objectives of microfinance is to 
develop microenterprises. For this purpose, MFIs use innovative solutions to clients/owner managers such as 
group lending and the increased provision of loans without collateral and pre-loan savings requirement that 
cannot be provided by the traditional banking system (CGAP, 2011; Khavul, 2010; ADB, 1997). Owner 
managers not only need microcredit but also require BDS to grow their businesses. Even though the initial 
constraint for microenterprises is microcredit, BDS is pivotal for the growth of such enterprises (Fisher and 
Sriram, 2002). BDS are non-financial services such as management training, access to information, and 
assistance in marketing that help owner managers to improve their knowledge, skills and in turn would help 
them to improve sales and profits in their business ventures (Khavul, 2010; Sievers and Vandenberg, 2007). 
BDS also enable MFIs to have increased loan repayments, satisfied clients, and enhanced client retention 
(Sievers and Vandenberg, 2007; ADEMCOL, 2001). MFIs use counsellors and trainers to provide BDS to 
owner managers (Abeysekera, 2016; Tilakaratne et al., 2009; Halder, 2003; ADEMCOL, 2001). Therefore, 
for a successful BDS intervention, there should be a collaboration/co-production between counsellors, trainers 
and owner managers (Abeysekera et al, 2017; Abeysekera et al, 2015). Co-production is the joint efforts of 
the two parties, who together determine the output of their collaboration (Parks et al., 1981). In effect, 
Financial Markets, Institutions and Risks, Volume 4, Issue 3, 2020                                                                                          
ISSN (online) – 2521-1242 ISSN (print) – 2521-1250 
64 
 
counsellors and owner managers are parties in co-production, so are trainers and owner managers. For 
example, the counsellor should work closely with owner managers to deliver BDS and help owner managers 
to reap benefits from BDS. Thus, co-production in BDS is vital for a successful BDS intervention (Abeysekera, 
2016).  
There are a number of studies made on BDS (Sievers and Vandenberg, 2007; Karlan and Valdivia, 2006; 
Goldmark, 2006; De Wildt, 2004; Halder, 2003; ADEMCOL, 2001). These studies mainly discuss the impact 
of BDS on owner managers and MFIs, sustainability of BDS, and the issues faced by MFIs in delivering BDS. 
However, there is no research made to find out how co-production can be implemented in BDS. Thus, this 
study intends to fill this gap. Therein, the main objective of the study is to examine how co-production can be 
implemented in BDS. The related research questions are: What are the inputs of co-production in BDS: What 
are the modalities of co-production in BDS: What are the outputs of co-production in BDS: and what are the 
factors that affect the variability in co-production. The remainder of the article is organized as follows. The 
paper first discusses the Literature. Secondly, it explains the research methodology. Next, it presents the 
findings of the study and lastly, the paper includes discussion, implications and concluding remarks. In this 
study, the client and owner manager is used interchangeably. Wherein the owner manager is the owner of the 
microenterprise.  
1. Literature Review  
1.1 MFI categories  
MFIs can be divided into four categories (Jansson et al., 2004) 
 Non-profit MFIs (e.g. NGOs) 
 Bank MFIs 
 Non-bank MFIs  
 Cooperative/credit union MFIs 
Depending on the category of MFI, the provision of BDS may vary and hence influence the co-production in 
BDS. Despite the numerous benefits that BDS provide to both owner managers and MFIs, some MFIs think 
that the provision of BDS is a costly matter. This is partly due to the difficulty of recognizing the benefits of 
BDS over the cost incurred, in comparison to micro credit which provides direct revenue to MFIs through loan 
interest charged to owner managers/clients (Sievers and Vandenberg, 2007). Thus, cooperative MFIs and NGO 
MFIs may provide more BDS as they are concerned with achieving social objectives in addition to the financial 
objectives. However, bank MFIs may provide less BDS as they are funded by profit oriented investors and 
hence, think that providing BDS is costly (Galema et al., 2012; Maes and Foose, 2006). 
1.2. Lending Methodology  
MFIs use two lending methodologies targeting both group and individuals in order to provide their services.  
Group lending:  MFIs form groups consisting of 3-10 members/clients in order to provide services. The main 
objective of group formation is that microcredit is given to the members of the group, yet the group is 
responsible for the payment of microcredit. The members of the groups meet each other on a regular basis (i.e. 
via group meetings) and these meetings are attended by counsellors and trainers of MFIs. Group meetings 
allow MFIs to provide services including BDS (Khavul, 2010; Denotes and Alexandar, 2004). Individual 
lending: There is no group formation in individual lending and thus, MFIs demand collateral from clients to 
lend money. MFIs using individual lending find it difficult to provide BDS since there are no group meetings 
(Khavul, 2010; Denotes and Alexandar, 2004) 
1.3. Business Development Services (BDS) 
BDS are non-financial services that are provided by MFIs to boost competitiveness and lead to higher 
productivity, better product design, improved service delivery, and/or enhanced market access (Sievers and 
Vandenberg, 2007). BDS include marketing assistance, technical assistance, accounting and legal services, 
management/business training, productivity and product design, and access to technology and information. 
MFIs provide BDS to clients using counselling and training (Sievers and Vandenberg, 2007) 
                                                                                      Financial Markets, Institutions and Risks, Volume 4, Issue 3, 2020 
                                                                                                                       ISSN (online) – 2521-1242 ISSN (print) – 2521-1250 
 65
Counselling 
In this study counselling refers to the advice given by the counsellors of MFIs to owner managers of 
microenterprises in order to exploit growth opportunities and to manage the problems that they confront 
(Johnson, 1991). Counsellors build relationships with owner managers and assist them to recognize and 
achieve personal, entrepreneurial, and business goals (Canadian APEC, IBIZ, 2015; Johnson, 1991).  MFI 
counsellors provide counselling on financial literacy, marketing, human resources, input supplies, linkages, 
and production (De Wildt, ADEMCOL, 2001). Counselling takes place at MFI’s branch offices, at the owner 
manager’s business premise or home, or even on the road (Abeysekera, 2016). 
Business training  
Business training refers to the MFI trainers’ provision of training for owner managers of microenterprises and 
the follow up support given to solve practical problems (ADEMCOL, 2001; Gibb, 1997; Manpower Services 
Commission, 1975). Business training in microfinance covers areas such as financial literacy, operational 
training (i.e. business start-up advice, business idea generation, preparation of business plans, accounting, 
marketing, inventory control, costing, pricing, sales forecasting and quality), and strategic training (finding 
ways to access new markets, negotiating new contracts and networking) (Abeysekera, 2020; Henry, 2006). 
Business training can take place at community centres, temples, schools close to owner manager’s home. 
Unlike counselling, business training has a long duration and could range from a few hours to a few days 
(Abeysekera, 2016). 
1.4. BDS linkages  
Dunford (2001) proposed three linkages to provide BDS to clients together with micro credit. These three 
linkages are given below. 
 Unified: the same people from an MFI deliver both credit and BDS. 
 Parallel: an MFI has two different departments that are separate cost centres and use different people to 
provide both credit and BDS. 
 Linked (or partner): two distinct institutions (i.e. MFI and another institution); wherein the MFI offers credit 
and the other BDS while operating in the same area. In general, these institutions are linked by referring clients to 
each other and by initiatives such as undertaking joint marketing. 
The type of linkage may have an impact on the co-production in BDS. For example, counsellors and trainers 
working in an MFI using parallel linkage may have more time to deliver BDS compared to the unified one.  
1.5. Co-production in BDS 
According to Parks et al (1981) co-production is the joint efforts of the two parties, who together determine 
the output of their collaboration. According to them co-production can be characterised by the following equation.  
Q = cRPdCPe 
Q = Output, RP= regular purchaser, CP = consumer purchaser, c = scaling factor, d, e = output elasticities of each 
input. 
This equation was used to guide this study. According to the equation, counsellors and trainers are the regular 
purchasers of co-production in BDS. Owner managers are the consumer purchasers. Output is the BDS provided 
by MFIs. Output elasticities are the readiness of counsellors and trainers and number of modalities of co-production 
in BDS (i.e. counselling, training). The research questions for this study were drawn using the above equation.  
2. Methodology  
Exploring co-production in BDS in the microfinance sector is a contemporary phenomenon and thus case study 
method was suitable as it helps investigate the phenomenon in the real life context. Furthermore, the case study 
method is ideal to identify issues and obtain an insightful understanding of the phenomena (Abeysekera, 
2019;Yin, 2009). A multiple case study method was used for this study as it gives a theoretical generalisation 
as opposed to statistical generalization. Therein, six cases (i.e. MFIs) were selected for the study and this 
number was in the range of Eisenhardt’s (1989) recommendation of four to ten cases to accomplish theoretical 
saturation.  
To select cases and respondents for the study, a purposive sampling was used. MFIs were selected based on 
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the type/category, lending methodology, and type of linkage. From each MFI a counsellor, trainer and manager 
were selected for in depth interviews.  
The profiles of the MFIs selected for the study are given below in the Table 1. 
Table 1. Profiles of Mfis chosen for the study 
MFIs Type/category of MFI Lending methodology Type of Linkage 
MFI1  Public company Group Parallel 
MFI2  Non-Bank Group Parallel 
MFI3 Private bank Individual Unified 
MFI4 Private company Group Unified 
MFI5 NGO Group Unified 
MFI6 Government Group Parallel 
 Source: Compiled by the author.  
Before the data collection began, a pilot study was undertaken in order to refine the semi structured 
questionnaire that was used to collect the data. For the purpose of data collection, 18 in depth interviews were 
conducted (i.e. three interviews from each MFI), and the duration of the interviews ranged from 45 to 60 
minutes. The interviews were tape-recorded and transcribed. Moreover, informed consent was obtained from 
the interviewees for ethical reasons. 
The main technique of analysis used to evaluate the data was thematic analysis. In addition, analytical 
techniques and strategies such as pattern matching and cross-case synthesis prescribed by Yin (2009) were 
used to analyse the data. By following the case study protocol to carry out the study, the reliability of the study 
was achieved. The construct validity was achieved by using multiple data sources. Pattern matching used in 
the data analysis helped achieve internal validity. Moreover, the external validity was accomplished due to 
multiple cases used.  
3. Findings  
The findings of the study are presented and organised based on the research questions.  
Research question 1: What are the inputs for co-production in BDS? 
The findings reveal that counsellors, trainers and owner managers bring their expertise to the co-production 
relationship. The findings further show that the expertise of counsellors and trainers can be defined in terms 
of knowledge gained through the qualifications and the experiential knowledge gained by working with owner 
managers. In this respect, counsellors and trainers have superior expertise compared to the owner managers. 
For example, counsellors and trainers had completed degrees, diplomas in business, had undergone training, 
and had years of experience. However, owner managers did not have expertise compared to counsellors and 
trainers. In fact, they had lower educational qualifications. Hence, due this gap in expertise, the superior 
expertise of counsellors and trainers helped co-produce with owner managers.  
The superior expertise of the counsellors and trainers were witnessed in the data. The following is one of the 
quotations to substantiate this. 
The manager enterprise development services of MFI-2 stated: 
“Our counsellors and trainers are well qualified. They have degrees or diplomas in business. Further, we send 
them for training of trainers (TOT) programmes. Further, they have years of experience in counselling and 
training” 
The low expertise of the owner managers emerged in the data. The following is one of the quotations to 
corroborate this. 
The senior manager, microfinance of MFI-1 declared: 
“Our clients/owner managers are often illiterate and do not possess good educational qualifications. However, 
they are clever to work with counsellors and trainers. Most of them had been deprived of their education due 
to the poor family upbringing” 
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Research question 2: What are the modalities of BDS in co-production? 
The findings show that MFIs provide BDS to owner managers through counselling and training. Thus, 
modalities in the co-production of BDS are counselling and training. The following table shows how 
counsellors and trainers provide BDS to owner managers through these modalitites. Table 1 was prepared by 
using the data gathered.  
Table 1. BDS provided by MFIs through counselling and training 
BDS Counselling Training 
Financial literacy  x x 
Linkages (loan, market, training) x  
Assistance in business registration  x  
Assistance in loan application    
Business plan registration  x x 
Assistance in input supplies  x  
Formation of producer groups  x  
Organising exposure visits, entrepreneurship competitions, trade fairs  x  
Knowledge in record keeping, marketing, pricing, quality, purchasing, costing  x x 
Vocational skills training   x 
Business management (record keeping, accounting, costing, marketing, inventory 
control, purchasing) training 
 x 
Soft skills (communication skills, negotiation skills) training  x 
Source: Compiled by the author.  
Question no 3: What are the outputs of co-production in BDS? 
The outputs are the BDS provided by MFIs. However, the real outputs are outcomes such as better loan 
repayment records for MFIs and better sales and profits for owner managers. The findings reveal that there are 
MFI specific co-production outputs and owner manager specific outputs. According to the findings, MFI 
specific co-production outputs are given below.   
Broad socioeconomic goals such as the number of new ventures created and number of new job opportunities 
created: 
 Better loan repayments  
 Improved client satisfaction, relationship and retention 
 Improved deposit base 
 Social capital creation  
 Client graduation  
Due to co-production in BDS, MFIs can achieve broader socioeconomic goals such as new venture and new 
employment creation. Further, MFIs can experience better loan repayments from the clients, as clients who 
obtained BDS would manage their businesses well and in turn would be able to pay back their loans. Due to 
the provision of BDS, the deposit base of the MFIs would grow as counsellors and trainers highlight the 
importance of savings to the clients. The clients who are satisfied with the BDS provided by MFIs would  
maintain better relationships with MFIs. Furthermore, the client dropout rate will be less and thus, higher client 
retention would be possible due to BDS provision. Therein, co-production in BDS enables the creation of 
social capital favourable to both MFIs and owner managers. Increased social capital could help managers of 
MFIs to implement new initiatives easily. For example, when a new branch opening of an MFI is organized, 
BDS clients will come in numbers and help the opening of the MFI branch. Due to such social capital, clients 
can improve the relationships with other owner managers that will also enhance their businesses and network. 
Due to the BDS provision, microfinance will expand to SME clients. The following are three excerpts to 
substantiate MFI specific outputs as explained above. 
The enterprise development services manager of MFI-2 highlighted the importance of BDS in achieving social 
and economic goals, having better loan repayments records, and improved client satisfaction, enhanced 
relationships and client retention. He stated:  
“There are many benefits we achieve from BDS. We can create new ventures and give more job opportunities. 
Further, clients are happy and maintain a good rapport with us. Moreover, we can retain clients with BDS 
otherwise they will go the competitors” 
The Assistant General Manager of MFI-4 highlighted the achievement of an improved deposit base due to 
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BDS. He expressed:  
“Through BDS, we educate the clients about the importance of savings. This is a mutually beneficial thing. 
We can access low cost funding and owner managers can utilise saved  money for their business and personal 
matters.” 
The Microfinance Manager of MFI-6 pointed out how social capital creation is favourable to the clients. He 
declared:  
“Due to BDS provision, a client’s social capital increases since the client links to many parties such as the 
government, NGOs, banks, groups, societies etc.” 
The Assistant General Manager of MFI-4 said how social capital creation is favourable to MFIs. He stated:   
“We had a meeting yesterday at our Polpithigama branch for microfinance clients. Around 1300 attended 
without being persuaded. They love the credit and BDS programme. Thus, through credit plus (i.e. BDS), we 
have created social capital favourable to the bank. Even politicians cannot do this.” 
The manager of MFI-3 explained the client graduation due to BDS provision. He stated:  
“Our model is different. We want our microfinance clients to graduate. Today’s microfinance client can be 
tomorrow’s SME client or corporate client. So we think by providing BDS we can help them graduate”. 
The findings show that co-production in BDS resulted in owner manager specific outputs such as improved 
sales and profits and improved knowledge and practice. All the respondents agreed and the following is one 
of the quotations to substantiate this. 
The microfinance manager of MFI-6 declared: 
“BDS help owner managers to improve sales and profits in their business ventures. Further, it helps improve 
their knowledge and the practice”. 
Question 4. What are the factors that affect the variability in co-production?  
The findings show that readiness and a number of BDS offered by each MFI affect the variability in co-
production. Readiness means the time available for counsellors and trainers to engage in co-production. The 
findings reveal that in comparison to counsellors working for MFIs having parallel linkages, the counsellors 
working for MFIs  using unified linkages did not have much time to deliver BDS. Further, it was found that 
internal full-time trainers (e.g. MFI-1) had more time to deliver business training compared to the internal part-
time trainers.  Readiness of counsellors and trainers is evidenced by the following quotation. 
Enterprise Development Services manager of MFI-1 expressed: 
“We have two departments to provide microcredit and BDS. Thus, our counsellors working for BDS 
department have more time to focus on BDS rather than on micro credit. Further, we have a department for 
training with full time trainers. So these trainers have enough time to engage in training”. 
The findings also show that the range of services provided under the counselling and training modalities of co-
production, affect the variability in co-production. For example, certain MFIs provide a wider range of BDS 
through counselling and training (e.g. MFI-2), whereas there are other MFIs that provide fewer BDS. MFIs 
offering multiple BDS were able to interact with the clients more and hence could achieve a higher degree of 
co-production compared to those MFIs who offered a limited number of BDS. The variability of BDS range 
under each modality could be influenced by the type of linkage being used and the type of MFI. For example, 
compared to an MFIs using unified linkage, MFI-2 who uses parallel linkage has more time for their 
counsellors and trainers to deliver numerous BDS and hence could offer many BDS. This was evidenced in 
the data collected. Further, the type/category of MFI could affect the variability in co-production. It was found 
that private bank MFIs provided a limited range of BDS, whereas the government MFIs provided a wider range 
of BDS. This could be due to the profit motivation of the MFIs. A Bank MFI is a profit oriented entity and 
thus, would be reluctant to spend more on BDS, whereas government MFIs being often non-profit oriented 
would like to spend more on BDS and hence would offer a range of BDS.  
This can be substantiated by the following quotation. 
The microfinance manager of MFI-6 stated: 
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“We are a government MFI and not profit oriented. We do not mind spending money on BDS due to the 
numerous benefits it brings. So, we provide many BDS to our clients” 
4. Discussion, Implications and concluding remarks 
The findings show that the expertise of counsellors, trainers, and owner managers is important in co-
production. Co-production in BDS takes place because there is a gap in expertise between the counsellors, 
trainers and owner managers, wherein counsellors and trainers have superior expertise. This finding is in line 
with Rice’s (2002) study of co-production in business incubators. The findings also show that MFIs use 
counselling and training as co-production modalities. This finding can also be compared with the Rice’s (2000) 
study. Rice (2002) found out that counselling, passive environmental intervention, and counselling are the co-
production modalities. However, Rice’s study did not consider training as a modality. The findings of the 
present study reveal that there are two co-production outcomes (i.e. outputs). They are MFI specific outputs 
such as new venture creation, better loan repayments, client graduation, access to deposits, social capital 
creation, client satisfaction, and relationships and client retention; and owner manager specific outputs such as 
better sales and profits and better knowledge and practice. The extant literature (Rice, 2002; Karlan and 
Valdivia, 2006; Sievers and Vandenberg, 2007, ADEMCOL, 2001; Fisher and Sriram, 2002; ADB, 1997; 
Pestoff, 2012; OECD, 2011) on microfinance and small business supports the MFI related co-production 
outputs except the access to deposits. Thus, access to deposit is a new finding. The existing literature (Karlan 
and Valdivia, 2011; ADEMCOL, 2001; Copestake et al, 2001) is consistent with the owner manager related 
outputs. The findings show that readiness of counsellors and trainers and a number of BDS offered by the 
counsellors and trainers could affect the variability in co-production. The finding related to the readiness is 
supported by the Rice‘s (2002) study on business incubators. However, that study did not look at how 
contextual factors affect the variability in co-production. Nevertheless, the present study looks at how 
contextual factors such as linkage type and MFI type could affect the variability. Based on the findings of the 
study, it can be recommended that MFIs recruit counsellors and trainers with expertise, manage counselling 
and training co-production modalities effectively and efficiently, allow counsellors and trainers to engage more 
with the owner managers by allocating more time (i.e. increase readiness), and deliver more BDS so that a 
higher degree of co-production can be achieved. The findings of this study are useful to microfinance 
practitioners, policy makers and researchers in microfinance. Future research could focus on co-production in 
BDS in different countries and co-production in different products/services. 
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